
the savvy to game the process, ' nce the company It is harming may be its competitor in long

dIstance and other areas

The consumer would be he ultimate loser in thIs system of rampant gaming Local rates

'''iould have to go up to cover tf ,lost universal service suppor1 Iflocal rates can't be increased.

then the facilities based carner I ould have no incentive tel 1m est in the infrastructure ServIce

quailty would likely deteriorate Potential facilities based competitors would have no incentive to

entel Under this scenano. the I are man" losers, Including the incumbent LEe potential

competitors and the consumer )nl" the game player W!n\

Since bidding IS a totall' unworkahle means of funding universal service, it would be

misleading and fruitless to spec late and attempt to respond 10 the specific questions In this

sectIon

***x******************** *******_********x**x**_*****************************

Benchmark Cost Model (BCM)

')6 How do the book costs )f incumbent local ex~hCl11g~_carriers compare with the calculated
PI~'iY--costs oflh~Benc lmark('n,sLMQdeliBCM)J'orJh~saJ1)~areas')

Since the Benchmark (st Model was significantlv revised, BellSouth will provide an

analvsis in its August 9 comme IS
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~**~******************~** **************** *~*********************************

::., 7 Sh~l"lld the BCM be mOl !fled to includ~non-\yjLtim~_services?_Jfwireless technology
QLl2y~~~Jess costlY_lhlillY lrelinefacilitie:i,shQI.JI(LQrQi~cte(Lcosts be caQQed at the level
PLeJJi~~JtJQL!J~Qf '.Vlft ~~,\u~chn(~IQgyl

No Until such tune as wireless sef\l1ce prov lder becomes an "eligible cameL'- there IS

no need to Include wIreless reel lOlogy (except t()r wIreless technology that IS available to

Incumbent local exchange com, ,mes f()r sef\lJce m very renwte areas I

')8\yhat are the advant~ and disadvantages.QfJl~.!I]gA_wirecen~r instead of a Census
BJQc:JLGrolill_Jl~ltL~ap-s Qpriat~_ReQgnm hic<irei:l) np] Q$ctlng_C:QS1~')

If actual embedded d)Sl are lIsed to calculate UnJ\ ersal "ervice support. then the wire

center IS the most appropnate ze area for calculating suppor1 hecause it represents the smallest

area for which embedded cost~ Ire available If h()\', eve: a proxy cost model IS used, then costs

could be calculated In an even lore targeted mannel Either census hlock groups (as used within

the Benchmark Cost Model) 0 gnd cells (as used 111 t he Cost Proxy Model) are superior to wire

centers for targeting high cost upport under a proXY cosl methodology

************************ ~*************** ************************************

')q The Maine PUC an_Q2t feral oth~r state comJIlis§lonsJ2[oposed inclusion in the BCM of
the costs of connecting exchanges to the publi~~\yitchednetwork through the use of
microwave, trunk, or s tellite technologies_Jl!Q~~_c:ommentersalso proposed the use of
an additional extra-illgl-cost variable for remotei:lcceas !1otaccessible by road What is the
t~~ibility andJb~ltQ'{i' iQilitYQfinco[IJQ[i:lctingJbes~cJlang~~iD1Q_the BCM')

BellSouth has no int()J lation regarding the feasihilitv of incorporating these technologies
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************************* ~****************X**X*******************************

60 The t-lational Cable TeltlSlon Association proposed a number of modifications to the
BCM related to switchil :S. cost,fiUfacto~digIt1!lj9SllLcarrier subscriber eqUIpment,
~11Ylm.tion assumptions deployment offlbeC\i~ISu1:i_<:'QQP..ITtechnologyassumptions, 'lnd
~~:Vlce ar~a interfact=<:.IJ t~Which-,- if arlYo-Qf tht=~e c]1ange~~Y(HlI9 be feasible anq
adyisabl~to incorpoI'!Le im()Jb~JK'Mq

In their May 7 1996 Rf 1Iy Comments In thrs docket. US West fully addressed the

modIficatIons proposed bv the atKlna! Cable TelevIsIon \ssociation and soundlv refuted the

proposed changes

None of the NCTA " pI lposals should he adopted Even a summary review of the Ex

Parte presentation given to the oint Board Statfhv representatives ofETI and the National Cable

TeleVISion Association on Ma\ ,0 19C16 (CopIes of whIch were filed some three weeks later

(June 20. 19(6) with the FCC) eveals iII-conceived notwns that call into question the entirety of

these recommendations

For example. ETI reeo llnends that the fill factor..; fl)f feeder and distribution cable be

raised to levels ofClS% in all al -as It makes this recommendation based on the following

reasoning "single line basic re dential service, thus stable demand, thus high fill factor."

ETl's recommendatlOr reflects an ignorance of net\vork operations, in particular. the

manner in which copper cable ,Iant is mall1tall1ed and/or of engmeering practices deSIgned to

minimize overall levels of exp( lditures in providing hasi, service If plant were maintained at an

average fill level of 95%, then would be very few if anv .spare pairs available for use by

mall1tenance crews Thus wh 'n a customer's servICe 1S 11npaired (for example. by water intrusion

into the cable). there would bl very limited options for gettmg that customer back into service.

The lack of options would oft n times result in considerable extra expense in getting customers
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back mto service Thus. when ( l~abJe'" till factor exceeds a certam pomt. maintenance costs go

up exponentialJv .'\ filJ factor (' 9"% certainlv exceeds am reasonable level from a cable

mamtenance standpoint Jn add Ion to higher maintenance CllstS. an average fill tactor of 95%

would mean that many custome "who request haslc servI,,'e could not get it when they want it

fhe' would have to wait f()r ne cable to be Installed fhh 'vould occur due to the very fe\\:

spare pails that on average \VOI d be avarlable to installatIon crews

A flJl factor of 95°0 IS a,o unreahstic 111 situations where some of the residents own

second homes In these areas. 1ere will often be 10\\ utilizatIon levels caused by residents

disconnecting phone servIn: In hell pnmarv home \\:hile 'hey occupv their second homes Cable

till factors will fluctuate consid rablv in these areas

Lastly, the ETl's fill tal or recommendation is at odds with other recommendations it

advocates For example ETI rites that residential serVIce should benefit from economIes of scale

and scope from busmess lines While such a recommendation has some merit. it also means that

demand will be less stable. the ~bv resulting in the need j()r dn even lower utilization factor

ETI has not provided; IV valid reasons for iIlCreaSII1l2, utilization levels beyond those

specified In the BCM Indeed aJI they have done is pOlllr out the danger in basing universal

service support purely on the ~sults ofa proXy model If the inputs are f1awed (such as the 95%

fill tactor recommended bv E'] I), then universal service ,-;upport will be insufficient (which clearly

violates one of the principles < "the Telecommunicatiom. Act of 1(96)

ETI also recommends hat the fixed cost of the ~witch be totally ignored in the cost

calculation for universal servi.~ Such a recommendation would shift. in its entirety. the recovery

of this considerable cost. \Vhl') is pari of the cost of providing universal service. to other highly
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competitIve services Such a re ommendation IS contrary t () 'he universal service principles set

forth in the TelecommunIcatIon \ct

Another area where FT makes an obvl<)Uslv rlawed recommendation is in the area of the

fibericopper crossover poml ! II recommends that 1 crnssover pomt of 27kf be used rather than

the 12kf used within the BCM ETr s recommendation i~ largelv dm'en by their fatally flawed

recommendation to increase th copper cable utilization level to 9(;% (Since they increase the

utilization of copper cable hy a arger relative amount than they Increase the utilization level fm

tiber eqUlpment Jl Increase" th VIability of copper cable IT is also doubtnll that ETI properlY

accounted teJr the Increase 111 n untenancc cosh that weHdel anse fi'Olll greater reliance on copper

cable technolouyo.

Hence. it IS clear that I rrs recommendations should be disregarded

**~********************* **************** **x**«******************************

() I Should the supportcaJ :ulat~ using the Benchr1}':t!kCQstModel also reflect subscriber
Income leye1s,,--~Sll~sl~dJ2YJb~J)ueI:tQBl(':Q~T~l~Q.hJ)neCompany in its comments')

The proxy cost by are will not be impacted bv subscriber income levels. However, as

was noted in response to que' lon:-;, it may make sense to vary the atfordability benchmark rate

bv state based on the average ncome level within the stale
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***~******************~** **************** **~*y*****************************

h2 The SCM appears tl) co npare _unseparated CO~L'h calculated using a proxy methodolQgy.,
\YIth a nationwide local !enchmarksate J2oe§us~oftheSCM suggest that the costs
calculated by the Il1i2del Nould be r~coyeredi)nlyJhroggh services included In the
benchmark rate?J2~es, he BCJ\lLxequire chan~2l~yxisting separations and access
charge rules').J~theJ.lli)Iddeslgn~9_jS;LchangU.§JhQserules ar~.changed? Does.the
I,:i)mpariso.n of mQct.~.L~l "~.lVith_a_h2cat rate_gtl'<2IQ@jli1y b~nchrnark_ create.Jl.1LQP-po!1\Jrlly
fQr ()YfJ2fS:CO'y~ryJroJn 1l1J\I~LSi-lJ .s~ryice.support nlechalli'§!TIs')

fhe SCM calculate.... L11 .eparated proXy cost~, Once an InitIal level of support IS

calculated. each LEC would bt requIred 10 reduce rates ': () offset the net amount of support

receIved (See response to (jUt .;tion #1 f11[ a pnoritlzatwl) of rate reductIOns) It IS SellSouth -- s

belief that no separations rule llanges would be needed TO Ilnplement a funding mechamsm based

on the SCM

The costs calculated h the model would nOI he !'ecovered solely by the core services

Indeed the whole purpose of universal servIce fund 1S to keep the rates for the core services at

an affordable level. even Wile! the costs of service are hIgh Thus. recovery of the estimated

proXy costs would occur thro gh a combination of the cnd user rates for the core services and the

universal service fund To th extent a company' s actual costs exceed the theoretical proxy costs.

then the opportunity for lecu elY of actual costs \\:()uld need to be allowed via other rates

If the new universal .... l\!Ice fund is implementerl in a revenue neutral manner. then the

opportunity for over recover from universal service suppurt mechanisms is virtually nil.

However. if proxy costs are listakenly used as actual costs. then some companies could actually

end up with more support th n they need, while other ,.:ompanies receive less support than they

require That is why revenu neutral implementatlOn is so important Inaccuracy within the proxy
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model IS rendered moot bv Imp ~mentation of the universal servIce fund 111 a revenue neutral

manner

***~********************> ******************x*********************************

63 Is it feasible and/or Cidy;,able to integrat~ the grrd~~Istructureused in the Cost Proxy
Model (CPM)-illQ1lQ~~c b-yracificL~~slsinto JheBCM JQri_ci~ntifYin-&lernlin and
tLC2IJJJlatioJJ!rLaI.t:!l-,s W Qe e 12Q12lJilllIQ!Lcl~nSit)' IS IehV '

It IS BellSouth sunders lI1dmg that the CPM whde il calculates cost by grid cell, actually

looks at terram on a census bin k group basis ("mce lhat '" the lowest level for which terrain data

IS a\ ailable)

While the grid cell appl ,ach IS a reasonable way t(l account for population in sparsely

populated areas. the BCM2 ai' ) ITlcorporates a new and Improved way to account fcn the

geographic dispersion of peapi 111 very sparselv areas 11 only considers the area within 'i00 feet

of roads for purposes of calcu!; !mg the served area in sparsely populated CBGs. Such an

approach addresses a concern lised by BellSouth in t~arlJer Lomment cycles

***~******************x* ****x*x****x**** **k********************************

Cost Proxy Model (CPMI

64 Can the grid cell Structl r~_uSe(ijll t:b~CPM_[eal'Qml\)lyide~opulationdistribution in
sparsely-p.opulat~g_(!.r~(i ,)

It is BellSouth' s under~ anding that census blocb (not census block groups) are used to

determine where the populatlO resides \\Ithm a grid cell (or Within a sparsely populated area

consisting of several grid cells l Census blocks consist ot' about 10-20 homes on average, and

thus the targeting should be qu Ie good on average
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::j< ** ;-: **** ******~ ****>.< * *x * *= *' * ** :of,: * x **)/( ~: * * >k * :.;< 4: ;~ ;.: *Xi< * * *** *=* * ** *******************

It IS BellSouth's unders mding that terram and soil type by grid cell are actually based on

data by census block group (tV!lcal1v a census block group IS larger than a grid cell) While not

perfect. 11 must be rememhered hat the output of the model~ is onlv to be used for calculating

federal ul1lversal service suppo :\gam tfthe fund 1:-' Implemented on a revenue neutral baSIS. the

model does 110t need to he IO(l "accurate (mdeed. no pfi lXV model can be I00% accurate~ there

will alwavs he some deviation 1 om reasonable actual costs)

66 CillL!he CPMl>.~meci_( ]j1_n~JjQn\yjdebll~i1>Jo e~tunal~tJ:Le~Q§Lof providing basIC
r~gciential_servJce·'

If the question is askin~ about the development ola nationwide average cost of proViding

baSIC residential service BellS, Ith sees little value 111 such a calculation However. if the question

IS asking about the applicahilit\ of the Cost Proxy Model In all parts of the United States,

BellSouth IS unaware of any 01 ,tacles to using the mode' in all areas Of course, the developers

of the model. Pacific Bell and !\IDETEC would he !.11 the best position to address this question in

detail

************************ ****************************************************

(17 Using the CPM, wh~U )sts woulcL12~.J~alcula!edJ2y_J'ensusBlock Group and by wir~

C;~D1er for servingg rl!r I,_high C:Q~tl'l,!t~~~.g,Arka)1'§<h'U')

BellSouth is still in the lrocess of evaluating the Cost Proxy Model If the data can he

processed, BellSouth will resp nd to this question when it tIles its comments on August 9, 1996,

regarding the various cost mOl :~Is
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***c********************. *******.***********~********************************

6R ~ the ('PMb~lf::c()nt3 n~cl m(),cl~LQIdo~s II l~ly on other 11J.()cle~Jwd if SO,J~L.\yhat
~;(l~n.t')

It is BellSouth -s behef 1 ;at the ePM is :1 self nmt3tned model It does require switching

cost inputs. however and thos< may need to be calculated 011 a per minute basis outside of the

formal CPM for use within the nodel

***~***.************.*~* ****************************************************
SLC/CCLC

69 If a portion of the CCL.:harge represents a SLJth''l!-iy_1Q~ort universal service, what is
the total amountQflh~,ubsiC\Y2_J-lleasej2IQYI(Le~J!p'portingevidence to substantiate such
estimatesSupportmg vld~m&:~hQul.dLl}cljg,(lt~t]l~i::Qst methoclplogy used lQ estima!~Jh~

magnitude of th~S_llbsi( te go lc)llg..r:unit1c;rementllJ~ sho rt-nJIljncrementaLJlillY-
cll~tributed)

Based on actual ARM I data, BellSouth has shown 1hat the entire mterstate eeL charge

(and the mterconnectlon charg for that matter I is 3subslci'-, to support universal servIce ThIS

showing was provided to Com lission in an eXlliu1e presentation on June 21, 1996.

************************ ~***************~************************************

70 Ullortion of the (1:~L charge represents a cQntriblttion to the recovery of loop costs,
please identify and disc iSS alternatiye~Jo the,CCL',:harge for recovery of those cOStSfrOl1]
(ill interstate tete~()lTIJl11 l1i~(itiQD~ s§[\Il<::ej2(Qviclers {ccR,blllk billing, flat rate/j2eI-line
c;I:lliIR~}.

If the Commission ado: ts a methodology that results in universal service support that is

less than the current eeL the! local exchange compames need to have the flexibility to recover

the remaining eCL amount 111 method other than per 1l1111ute charges Bulk billing and/or flat

rate per line charges would he lppropriate alternatives fCl!' the Commission to implement

Below, BellSouth discusses t\\ \ alternatives, bulk billing and a per line charge.
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I Bulk Billing

Under thIs approach th eCI and RIC charges \\ould be replaced by a non-usage

sensItive charge billed to intere change carriers The charge would he initially set to produce the

same level of revenue that the Jrrent eCL and RIC charges produce Each interexchange carrier

would be apportioned a part 01 he total amount ThIs apportionment would reflect the

Interexchange carner'" bulk hil 'd amount The bulk hIlled amount would be divided by 12, and

bliled monthly to the mterexch, 1ge carner The Interexcilamre carriers apportionment could he

based on their share of

• Interstate retail revi mes

• presubscribed end I ;er lines
• minutes of use

.,
Per line Charg'

l inder this approach CL and RIC charges would he replaced by a flat-rate charge per

line assessed on each interexch :.nge carrier for each ill1e presubscnbed to the mterexchange

carrier The per line charge W llid he calculated bv dividing the sum of CCl and RIC revenues by

the number of projected end u .'r access lines ;\ recurnng charge would then be established and

applied to Interexchange earTH s for each line presuhscrihed to the interexchange carrier The

charge would be adjusted cae! vear as a result of price cap index changes However, no further

adjustments are necessary sine the amount an interexchange carrier is charged is directly related

to the lines presubscribed to tl . interexchange carrier
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************************" *******************x**c*****************************

Low-Income Consumers

71 Should the new univer.s j~~rviceJilnd provid~~l!1lQQllJoLlI1~.Lifeline and Linkup
PIQgrams,in order to,o lk~JhillleillbslcliesJg(:lm()l()gLcJilli'-an~c.ompetitivelyneutraP If
~Q,Ls.bould the11JTIOjlnll ths::Jif!;Jim~:~!Jb~IQY still be tie_d~ <ll>I1J:ill0w, to the.amoL!.ntQflh~

~JJ!lticriberling <.:Q<![ge'

Bel1South has supporte mcluding a low income "upport element as part of the new

unJ\ersal service hmd In orde to implement the new program as simply as possible. the Lifeline

sub:';ldy should continue to he 1 ,:~d to the amount of 1he suhscnber line charge That way, if the

Jomt Board decIdes to lmplem< 'lt modest SLC mcred"es onl gradual hasls. low income

consumers will see no mcrease n the amount they P,l\ tOt the SLC' component of service

*********************x** .***************xx**tx*******************************

Admmistration of Universal Service Support

72 Section 254f..d.LQfth~1 196 A<::LP.IQvides thalJbg CQmlTIlssion may exempt carriers frmTI
contributingiQJbg5lJ]j (~nQfuniv~rsaIsen:1cejJ th~I[Qontributionwould be "de
minimis.",_,The QQJIf~I~i C~I~-p,ortmdicates1h<!LJtlhe_conferees intend that this authority
\,yould only.,be.1ISeg 111- Ises Wh~rG_the.ailinjDi~tr.atLye(:Q~LQ.fcollectingcontributions from
CLcarrier 01. carI~l~Wo, JQGxs;ged the i::ontubJlligrUbill_c,'DTier would otherwise have to
make und_~' the fOrlmJL fr~r<':5:mtnbutionli.~~J~<':J~(LbYlhe Commission." What levels Qf
'ldmini strative CQlils~bl uJgJ2t:~2C-P.~~t~g~LC(\Iner_lll1C:~IJb~Y_'!Ii0us weth0 ds.that hav~
been proPQsedJ9JJI.!Dc ng{~g., grQSS rey~nues" revetlll~~n~JQf-lli!Y!l1ents _tQ.. Qlh~r

G'!Iriers, r~tailre\lt:nue~ ~tc r

BellSouth has no detail ·d data regarding admmistrat1ve costs for each of the options

listed. Intuitively, it would apl ear to he less administrativelv burdensome (and hence less costly)

to calculate each company sa' ;essment under a retall re\enue approach as opposed to a value
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added tax approach The use )f gross revenues would also be administratively simple, but it

would suffer from the flaw of l.ssessing access revenues twice

Respectfully submitted,

BELLSOUTH CORPORATION and
BELLSOl iTH TELECOMMUNICATIONS, INC.

Their

By: ~

M. Robert Sutherland
Richard M. Sbaratta
Rebecca M. Lough

Suite 1700
1155 Peachtree Street, NE
Atlanta, Georgia 30309-3610
(404) 249-3390

DATE' August 2, 1996
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Example A

Funded by state

-r
Funded out of the federal fund

Proxy cost

Qn'''0hn'£"ll'''l-· D qt0
LJ ..... .1..1 ...... .1..1..1.1. J.U-t 1~ 1 ,"o.A.~""

Affordability

Actual Rate------------'---+--~-
I
I
l .. ~ . ._. _

JV1U1l1111)

($)

Example A:
In this scenario, funding is provided out of the federal universal service fund for

the difference between the proxy cost and the affordability benchmark rate. The state
is responsible for funding the difference between the atfordability benchmark rate
and the actual rate, It should accomplish this by establishing an intrastate universal
service fund.



Example B

I

IV1Ullllll )

($)

(No federal funding required)

._--.-
Funded by state

Affordability
Benchmark Rate

Proxy Cost

I
I

I
I
1__.

..~~... --. Actual Rate

Example B:
In this scenario~ the affordability benchn1ark rate is above the proxy cost.

Therefore, no funding out of the federal support mechanism is required. The state is
responsible for funding the difference between the cost generated by the proxy model
and the actual rate. This should be accomplished via an intrastate universal service
fund.



Example C

Funded alit of federal fund
if state does not lower its rate

.----,-.-.~~««~<-------- Proxy ('0 st
Funded out of federal fimd If
state lowers its rate to the ABR

Actual Rate
IVIUlllll1)

($)
I

<__< __~~ i_ Affordability
«-------.-~ Benchmark Rate

Example C:
In this scenario. \vhich will probably be rare. the state has a rate that is actually

above the affordability benchmark rate (A.BR). The state should then have a choice.
It can lower its rate to the affordability benchmark rate and receive federal support for
the difference between the proxy cost and the affordability benchmark rate. Or, it can
leave local rates w-here they are and receive federal support for the difference between
the actual rate and the proxy cost. The state may choose this latter alternative if it
believes local conditions justify a rate higher than is produced by the affordability
benchmark rate calculations (which do not take into account local conditions). Under
either approach. there \vould be no need for intrastate universal service support.



Example D
I

JVIUlll111)

($)

Affordability
Benchmark Rate

(No federal support required.)

.-\ .,+".-.1 D0L",
.I. l.. \,.0 l U.u..l .1 '"U. l \,.0

(No state support requIred, )

-----~ Proxy ('\ost

Example 0:
In this scenario. the proxy cost is below both the affordability benchmark rate and

the actual rate. As such. no universal service support is required out of the federal
fund or the state fund.

If the proxy cost is truly indicative of actual costs. then competition will drive
down the actual rate to\vards the proxy cost.

Note: The above outcome \vould also occur when the actual rate is higher than the
affordability benchmark rate. and both are higher than the proxy cost.



Example E

Actual Rate

1VIUllUll)

($) Funded out of federal fund If
state lowers rate to the ABR
--,-,-_.-----_.__._,",._-

(No state fundIng requIred)

n"!~n, ... '" r <'''''' r,t
.L.lV~\..J ,"-VJl

Affordability
Benchmark Rate

Example E:
In this scenario~ the actual rate is above both the proxy cost and the atfordability

benchn1ark rate. If the slate chooses 10 do so. it could lo\ver its rate to the
affordability benchmark rate (ABR) and receive support out of the federal fund for
the ditlerence between the proxy cost and the ABR. Or~ it could leave rates where
they are and receive no federal support. As in example D~ if the proxy cost is truly
indicative of actual costs. then competition \vill drive down the actual rate towards
the proxy cost.

In any event. there is no need for an intrastate fund in this scenario.
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